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Foreword 


In  fall  1990  the  Bureau  of  Health  Care  Delivery  and  Assistance  (BHCDA)  of  the 
U.S.  Public  Health  Service  entered  into  a  cooperative  agreement  with  the  National 
Governors'  Association  (NGA).  The  purpose  of  the  agreement  was  to  assist  states 
and  the  federal  government  in  taking  full  advantage  of  the  opportunities  presented 
by  the  Omnibus  Budget  Reconciliation  Act  of  1989  (OBRA-89).  This  legislation 
established  a  new  class  of  Medicaid  providers  called  federally  qualified  health 
centers  (FQHCs)  and  a  new  cluster  of  services  called  FQHC  services. 

On  February  28,  1991,  NGA  convened  a  forum  to  enable  key  federal,  state, 
and  local  health  care  administrators  and  other  interested  parties  to  discuss  policy  and 
implementation  issues  of  the  FQHC  legislation  and  regulations.  The  forum  was 
intended  to  provide  an  opportunity  for  policymakers  and  others  to  voice  their  con- 
cerns and  perspectives,  rather  than  resolve  any  of  the  issues  raised.  More  than 
seventy-five  people  attended,  representing  the  U.S.  Public  Health  Service,  Health 
Care  Financing  Administration,  community  and  migrant  health  centers,  state 
Medicaid  agencies,  state  primary  care  associations,  state  and  local  health  depart- 
ments, and  advocacy  and  public  interest  groups. 

The  forum  was  structured  to  permit  open  discussion  of  the  implications  of  the 
FQHC  provisions  in  OBRA-89  and  subsequent  legislation  for  the  operations  of 
community  and  migrant  health  centers,  Medicaid,  and  local  public  health  programs. 
Topics  included  the  scope  of  services,  methods  of  payment,  and  eligibility  of 
providers.  The  forum  concluded  with  a  panel  discussion  of  state  coordination  and 
integration  issues. 

This  report  summarizes  the  presentations  and  deliberations  of  the  forum 
based  on  a  transcript  of  the  meeting.  Because  FQHC  issues  are  complex  and  inter- 
dependent, many  received  only  cursory  attention  at  the  forum.  Moreover,  the  discus- 
sion of  some  issues  was  confusing  and  several  important  issues  were  not  covered. 
With  some  caution,  the  authors  have  tried  to  untangle  the  discussions,  elaborate  on 
some  points  made  by  participants,  and  raise  issues  that  were  not  mentioned.  It  is 
hoped  that  as  a  result  of  these  efforts,  the  report  is  a  more  complete  and  useful 
document. 


L.  Carl  Volpe,  Policy  Analyst 
Janine  M.  Breyel,  Senior  Research 

Assistant 
National  Governors'  Association 
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Executive  Summary 


The  estimated  34.4  million  nonelderly  Americans  without  any  health  insurance  are 
placing  enormous  demands  on  the  publicly  financed  health  care  delivery  system.  At 
the  federal,  state,  and  local  levels,  elected  officials  and  administrators  of  health  care 
programs  are  struggling  to  ensure  access  and  improve  the  health  status  of  the 
populations  they  serve  in  the  most  cost-effective  manner. 

Concerns  about  access  to  primary  care  by  the  uninsured  and  underinsured 
prompted  Congress  to  strengthen  the  role  of  federally  funded  community  and 
migrant  health  centers  (C/MHCs).  The  Omnibus  Budget  Reconciliation  Act  of  1989 
(OBRA-89)  established  C/MHCs  and  federally  funded  health  care  for  the  homeless 
programs  (i.e.,  U.S.  Public  Health  Service  Section  329,  330,  and  340  grantees),  as  well 
as  health  centers  that  could  reasonably  meet  the  requirements  for  C/MHCs,  as 
federally  qualified  health  centers  (FQHCs)  under  the  Medicaid  program.  A  key 
OBRA-89  provision  is  that  FQHCs  receive  100  percent  reasonable  cost  reim- 
bursement for  a  set  of  core  services  and  other  ambulatory  services  provided  to 
Medicaid  beneficiaries.  The  FQHC  provisions  of  OBRA-89  and  subsequent 
statutory  modifications  and  clarifications  have  raised  many  implementation  ques- 
tions for  Medicaid  agencies  and  C/MHCs. 

The  National  Governors'  Association,  through  a  cooperative  agreement  with 
the  Bureau  of  Health  Care  Delivery  and  Assistance  of  the  U.S.  Public  Health 
Service,  convened  a  forum  so  that  federal,  state,  and  local  health  care  administrators 
and  other  interested  parties  could  discuss  the  implementation  of  the  FQHC  legisla- 
tion and  regulations.  The  issues  presented  and  discussed  at  that  forum  fall  into  three 
policy  clusters:  scope  of  services  and  provider  definitions;  cost-based  reimbursement 
and  payment  methodologies;  and  eligibility  criteria  for  FQHC  status. 

Scope  of  Services  and  Provider  Definitions 

Within  the  traditional  Medicaid  program,  clear  distinctions  are  made  between  which 
service  is  being  provided  and  who  is  providing  that  service.  However,  under  the 
FQHC  statutes,  core  services  are  defined  by  the  practitioner  providing  the  services 
rather  than  the  procedures  being  provided.  On  the  one  hand,  this  definition  gives 
C/MHCs  some  latitude  in  developing  a  service  delivery  structure  that  maximizes 
their  use  of  physician  and  mid-level  health  professionals.  On  the  other  hand,  this 
definition  limits  the  ability  of  Medicaid  officials  to  manage  their  program  through 
service  and  provider  definitions.  Because  of  these  differing  perspectives,  several 
implementation  issues  arise: 

■  How  can  the  definitions  of  core  services  and  other  ambulatory  services  be 
clarified  so  that  both  Medicaid  agencies  and  FQHCs  have  a  better  under- 
standing of  the  breadth  of  the  service  definitions? 

■  Given  that  core  services  are  defined  by  the  practitioner  rather  than  the 
procedure,  to  what  extent  can  Medicaid  agencies  establish  limits  on  these 
services  as  they  do  for  most  other  Medicaid  services? 
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OBRA-89  also  established  some  new  requirements  for  the  Medicaid  Early 
and  Periodic  Screening,  Diagnostic,  and  Treatment  Program  (EPSDT).  Each  state 
must  try  to  meet  annual  participation  goals  published  by  the  Health  Care  Financing 
Administration.  Additionally,  an  EPSDT  child  may  be  eligible  for  Medicaid  reim- 
bursement of  services  not  covered  by  the  state's  Medicaid  plan.  As  part  of  their 
mission  and  funding  through  the  U.S.  Public  Health  Service,  C/MHCs  provide  a 
broad  array  of  services  and  continuity  of  care  for  the  populations  they  serve.  Thus, 
these  centers  may  be  able  to  provide  services  that  fall  within  the  new  EPSDT 
provisions.  These  provisions  raise  the  following  questions: 

■  As  an  FQHC,  is  a  C/MHC  entitled  to  100  percent  reasonable  cost  reim- 
bursement for  those  services  not  included  in  the  state's  Medicaid  plan? 

■  Will  FQHCs  have  data  systems  to  capture  EPSDT  program  management 
information  that  is  important  to  state  Medicaid  agencies? 

Included  among  subsequent  changes  to  the  FQHC  program  is  a  provision 
that  permits  the  payment  of  FQHC  services  when  they  are  provided  outside  of  a 
clinic.  However,  these  payments  can  be  made  only  when  the  health  practitioner's 
agreement  with  the  FQHC  requires  that  practitioner  to  seek  compensation  from  an 
FQHC.  This  has  raised  an  important  question. 

■  To  what  extent  can  an  FQHC  develop  contracts  with  other  entities  or 
facilities  to  provide  services? 

Cost-Based  Reimbursement  and  Payment  Methodologies 

Section  6404  of  OBRA-89  required  states  to  pay  100  percent  of  the  reasonable  costs 
of  providing  core  and  other  ambulatory  services.  Legislation  enacted  the  following 
year  requires  that  reimbursement  to  FQHCs  for  core  and  other  ambulatory  services 
must  be  based  on  the  Medicare  Principles  of  Reasonable  Cost  Reimbursement  or 
100  percent  of  reasonable  cost.  There  are  many  outstanding  questions. 

■  What  administrative  changes  will  be  required  of  Medicaid  agencies  and 
FQHCs  as  a  result  of  the  statutory  changes  in  cost-based  reimbursement 
requirements? 

■  What  are  the  advantages  and  disadvantages  to  both  states  and  FQHCs  of 
having  cost  principles  that  are  consistent  with  Medicare  principles? 

■  What  are  the  advantages  and  disadvantages  to  states  and  FQHCs  of 
having  Medicaid  reimburse  under  an  all-inclusive  encounter  rate? 

■  Can  states  and  FQHCs  develop  cost  containment  strategies  and  still  en- 
sure that  FQHCs  receive  100  percent  of  reasonable  cost  for  the  services 
they  provide? 

■  To  receive  reasonable  cost  reimbursement  FQHCs  must  have  systems  to 
account  for  their  costs.  Do  FQHCs  have  this  capability? 
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■  Prior  to  FQHC  implementation,  some  C/MHCs  were  reimbursed  under 
prepaid  capitated  arrangements  through  contracts  or  subcontracts  with 
Medicaid.  What  effect  does  the  implementation  of  FQHCs  have  on  those 
arrangements? 

Federal  Requirements  for  Attaining  FQHC  Status 

When  creating  FQHCs,  Congress  recognized  that  certain  health  centers  existed  that 
could  meet  the  requirements  for  C/MHCs,  though  they  did  not  receive  federal  funds 
and  thus  could  not  receive  automatic  FQHC  designation.  These  "look-alike"  health 
centers  are  permitted  under  the  law  to  apply  for  FQHC  status.  To  obtain  such  status, 
these  health  centers  must  meet  service,  administration,  and  governance  criteria 
similar  to  those  used  for  granting  C/MHCs  federal  funds.  While  this  provision  clearly 
was  intended  to  limit  FQHC  designation  only  to  those  centers  that  could  meet  the 
criteria,  other  questions  emerge: 

■  Are  the  criteria  for  look-alike  status  reasonable? 

■  Should  other  publicly  funded  health  care  providers  that  have  similar 
missions  but  different  service  and  governance  structures  be  permitted  to 
obtain  FQHC  status  under  the  look-alike  provisions? 

Under  Section  329,  330,  and  340  of  the  Public  Health  Service  Act,  organiza- 
tions may  apply  for  funds  for  certain  clinics  or  parts  of  their  organization.  This  leads 
to  yet  another  issue. 

■  When  only  a  part  of  an  organization  receives  federal  funds,  can  FQHC 
status  be  limited  only  to  that  part  of  the  organization? 

Conclusions 

In  these  initial  discussions  of  coordinating  C/MHCs  and  Medicaid  to  develop  a 
coordinated  primary  health  care  delivery  system,  concern  about  the  fiscal  implica- 
tions of  FQHCs  on  Medicaid  budgets  was  juxtaposed  against  the  concern  that 
C/MHCs  retain  their  unique  mission  of  continuity  of  care  and  the  integrity  of  their 
service  delivery  structure.  Moreover,  other  providers  of  primary  health  care  were 
concerned  about  the  flexibility  of  look-alike  criteria.  Finally,  all  groups  were  inter- 
ested in  how  the  Medicare  Principles  of  Reasonable  Cost  Reimbursement  will  affect 
reimbursement  of  FQHCs. 

FQHCs  are  an  important  component  in  any  strategy  to  develop  a  coordinated 
publicly  funded  primary  health  care  system.  However,  continued  collaboration 
among  C/MHCs,  state  Medicaid  agencies,  and  local  health  delivery  systems  is  essen- 
tial for  such  a  system  to  be  realized. 
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The  Changing  Context 


As  the  United  States  approaches  the  year  2000,  providing  publicly  funded  health 
care  is  a  formidable  challenge.  More  than  34  million  nonelderly  Americans  are 
without  health  insurance.  Millions  more  are  underinsured.  Lacking  coverage,  these 
people  are  turning  to  the  public  health  system  for  care.  At  the  federal  level,  compet- 
ing demands  for  scarce  dollars  makes  broad-based  expansion  of  federally  funded 
health  programs  highly  unlikely.  The  demand  for  publicly  financed  health  care  has 
contributed  to  the  budget  crisis  confronting  a  majority  of  states.  And  communities 
are  hard  pressed  as  they,  too,  are  facing  revenue  shortfalls  and  limited  prospects  for 
federal  and  state  support.  In  light  of  this  dilemma,  federal,  state,  and  local  elected 
officials  and  health  care  administrators  are  trying  to  structure  their  programs  to 
make  sure  that  the  dollars  they  spend  yield  the  greatest  value.  At  the  same  time  they 
must  try  to  carry  out  the  mission  of  their  programs  to  ensure  access  and  improve  the 
health  status  of  those  they  serve. 

The  Health  Resources  and  Services  Administration  (HRSA)  of  the  U.S. 
Public  Health  Service  has  developed  a  draft  Year  2000  Plan  that  calls  for  the 
elimination  of  all  health  professional  shortage  areas  in  the  United  States.  Com- 
munity and  migrant  health  centers  (C/MHCs)  and  health  care  for  the  homeless 
programs  are  important  strategies  to  achieve  HRSA's  goal  of  comprehensive,  or- 
ganized, and  coordinated  primary  health  care  for  all  by  the  year  2000.1 

Community  and  Migrant  Health  Centers  and  Health  Care  for  the 
Homeless  Programs 

Community  health  centers,  migrant  health  centers,  and  health  care  for  the  homeless 
programs  are  the  cornerstone  of  federally  funded  primary  health  care  in  the  United 
States.  They  are  authorized  under  Sections  330,  329,  and  340,  respectively,  of  the 
Public  Health  Service  Act.  Currently,  538  community  and  migrant  health  centers  and 
109  health  care  for  the  homeless  programs  receive  about  $624  million  in  federal 
grants. 

The  mission  of  community  and  migrant  health  centers  is  to  serve  the  poor  in 
medically  underserved  areas.  Migrant  health  centers,  in  particular,  provide  care  to 
migrant  and  seasonal  farm  workers  and  their  dependents.  Homeless  programs,  as 
their  name  implies,  provide  care  to  persons  who  are  homeless.  Together,  C/MHCs 
and  health  care  for  the  homeless  programs  provide  care  to  more  than  6  million 
low-income  people. 
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C/MHCs  and  health  care  for  the  homeless  programs  have  several  guiding 
principles:  Their  geographic  location  should  be  accessible  and  transportation  should 
be  available  to  the  clinic  site;  financial  barriers  to  health  care  should  be  eliminated  or 
minimized;  they  should  be  sensitive  to  clients'  culture  and  seek  user  acceptance;  and 
they  should  have  convenient  hours. 

C/MHCs  provide  basic  primary  medical  services  in  rural  and  urban  areas, 
including  ancillary,  preventive,  and  dental  services.  These  centers  are  linked  with 
hospital  and  other  area  health  and  social  services.  They  are  expected  to  provide 
coordinated  and  continuous  care,  including  the  development  of  care  plans,  either  on 
site  or  through  coordinated  referrals.  They  must  be  accountable  to  the  community; 
centers  are  governed  by  consumer-based  boards  whose  members  represent  a  mini- 
mum of  51  percent  of  their  users.  Finally,  they  are  expected  to  provide  high  quality 
services.  This  is  ensured  through  credentialing  of  staff,  quality  assurance  programs, 
and  peer  review. 

Health  care  for  the  homeless  programs,  like  C/MHCs,  provide  primary  care, 
emergency  services,  and  other  health  services  in  a  setting  accessible  to  homeless 
persons.  They  also  are  linked  to  area  hospitals,  mental  health  services,  and  social 
services. 

Community  and  Migrant  Health  Centers  and  Medicaid 

Historically,  federally  supported  primary  care  programs  and  the  Medicaid  program 
developed  along  separate  paths.  This  divergence  is  reflected  in  fundamental  dif- 
ferences in  how  the  programs  were  established,  financed,  and  administered,  and  in 
the  variations  in  program  mission  and  philosophy. 

The  confluence  of  two  recent  major  trends  in  public  health  care  financing  and 
delivery  suggests  that  improved  coordination  among  these  programs  must  occur.  For 
more  than  four  years,  states  have  been  aggressively  expanding  Medicaid  coverage  of 
poor  and  near-poor  families,  with  particular  emphasis  on  extending  eligibility  to 
pregnant  women  and  young  children.  During  the  same  period,  the  number  of  private 
providers  willing  and  able  to  provide  care  to  these  populations  has  declined.  This  is 
the  result  of  several  factors,  including  low  reimbursement  rates,  problems  in  claims 
administration,  concerns  about  malpractice,  and  mismatches  between  where 
providers  practice  and  where  patients  reside.  States  are  recognizing  that  if  they  are 
to  succeed  in  providing  essential  primary  care  services  to  families  in  need,  they 
should  identify  and  make  full  use  of  those  providers  that  are  in  the  best  position  to 
render  care.  Given  the  mission  of  community  and  migrant  health  centers  to  provide 
comprehensive  care  to  indigent  populations  living  in  medically  underserved  areas, 
these  centers  must  figure  prominently  in  state  strategies  to  ensure  access. 

Establishing  Federally  Qualified  Health  Centers.  As  federal  grantees, 
C/MHCs  are  required  to  participate  as  providers  in  the  Medicaid  program.  In  1989 
about  30  percent  of  all  low-income  people  served  by  C/MHCs  were  Medicaid 
beneficiaries,  and  about  20  percent  of  all  C/MHC  revenues  came  from  Medicaid. 
However,  concerns  about  low-income  people's  access  to  primary  care  prompted 
Congress  to  authorize  a  change  in  the  Medicaid  program  to  strengthen  the  role  of 
community  and  migrant  health  centers  and  health  care  for  the  homeless  programs. 
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These  provisions  were  incorporated  into  the  Omnibus  Budget  Reconciliation  Act  of 
1989  (OBRA-89). 

Section  6404  of  OBRA-89  established  federally  qualified  health  centers 
(FQHCs)  as  a  new  category  of  service  providers  under  the  Medicaid  program.  Under 
the  law,  community  and  migrant  health  centers  and  health  care  for  the  homeless 
programs — Section  329,  330,  and  340  Public  Health  Service  grantees — automatically 
qualify  for  FQHC  status.  Entities  meeting  the  requirements  of  Section  329,  330,  or 
340 — commonly  called  "look-alikes" — also  can  qualify. 

FQHCs  provide  the  same  set  of  core  services  that  Medicaid/Medicare  Rural 
Health  Clinics  (RHCs)  provide  and  receive  reasonable  cost  reimbursement  from 
Medicaid.  (See  Reimbursable  Services  Provided  At  Federally  Qualified  Health 
Centers.)  FQHCs  also  may  provide  other  ambulatory  services  that  are  reimbursable 
under  Medicaid,  provided  the  FQHC  meets  the  provider  qualifications  for  those 
services.  The  combination  of  core  and  other  ambulatory  services  constitute  the 
statutory  FQHC-defined  services  that  must  be  reimbursed  by  Medicaid  at 
reasonable  cost. 

The  1989  law  requires  FQHCs  to  be  reimbursed  at  100  percent  of  costs  that 
are  reasonable  and  related  to  the  cost  of  providing  services — the  same  general 
strategy  used  to  reimburse  RHCs.  While  reimbursement  for  RHCs  follows  the 
Medicare  Principles  of  Reasonable  Cost  Reimbursement,  no  such  requirement  was 
legislated  for  FQHCs  in  OBRA-89.  The  FQHC  provisions  became  effective  April  1, 
1990. 

Community  and  migrant  health  centers  are  private  nonprofit  entities.  How- 
ever, unlike  private  health  care  providers,  they  are  required  to  provide  health  ser- 
vices to  anyone  who  seeks  care.  Moreover,  payment  for  care  is  tied  to  the  patient's 
income  on  a  sliding-scale  basis.  Because  of  their  mission  to  serve  low-income  persons 
and  increasing  demands  due  to  the  rising  number  of  uninsured,  these  centers  have  no 
real  mechanism  to  shift  the  cost  of  unreimbursed  services  to  other  payors. 
Reasonable  cost  reimbursement  is  intended  to  give  C/MHCs  a  more  stable  funding 
source. 

Fine  Tuning  FQHCs.  Section  4704  of  the  Omnibus  Reconciliation  Act  of  1990 
(OBRA-90)  expanded  the  FQHC  cost-based  reimbursement  program  for  Medicare 
beneficiaries  and  further  refined  the  FQHC  definition  under  Medicaid.  Among  the 
clarifying  provisions: 

■  FQHCs  were  designated  as  "entities"  not  "facilities."  This  change  clarifies 
that  reimbursement  for  services  provided  at  FQHC  satellite  clinics  and 
under  contract  are  reimbursable  at  reasonable  cost. 

■  To  determine  reimbursement  for  services,  Medicaid  must  use  the 
Medicare  Principles  of  Reasonable  Cost  Reimbursement  or  an  equivalent 
system  that  ensures  100  percent  of  reasonable  costs. 

■  Where  the  state  contracts  on  a  capitated  basis  with  a  health  maintenance 
organization  (HMO)  and  the  HMO  subcontracts  with  an  FQHC  or  where 
the  FQHC  is  a  direct  contractor,  the  FQHC  must  be  reimbursed  at 
reasonable  cost. 
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REIMBURSABLE  SERVICES  PROVIDED  AT 
FEDERALLY  QUALIFIED  HEALTH  CENTERS 

Core  Services 

■ 

Physician  services. 

■ 

Services  and  supplies  incident  to  physician  services,  including  drugs  and 
biologicals  that  cannot  be  self-administered. 

■ 

Pneumococcal  and  influenza  vaccines  and  their  administration. 

■ 

Physician  assistant  services. 

■ 

fNurse  practitioner  services. 

■ 

Clinical  psychologist  services. 

■ 

Clinical  social  worker  services. 

■ 

Services  and  supplies  incident  to  clinical  psychologist  and  clinical  social 
worker  services  that  otherwise  would  be  covered  if  furnished  by,  or  inci- 
dent to,  physician  services. 

■ 

In  the  case  of  those  FQHCs  that  are  located  in  an  area  with  a  shortage  of 
home  health  agencies,  part-time  or  intermittent  nursing  care  and  related 
medical  supplies  to  a  home-bound  individual. 

Other  Ambulatory  Services 

m 

Any  other  ambulatory  services  payable  under  Title  XIX  and  available 
through  a  state's  Medicaid  program  that  the  FQHC  undertakes  to  provide. 

Services  That  May  Qualify  as  Other  Ambulatory  Services: 

Case  management,  social  services,  transportation,  nutritional  counsel- 
ing, pharmacy,  preventive  care,  dental,  EPSDT,  advanced  nursing 
care/nurse  practitioner  services,  physician  assistant  services,  health 
education,  mammograms,  physician  services  provided  either  on  site  or 
off  site,  inpatient  hospital  visits,  obstetrics  delivery,  and  family  planning. 

■  If  the  FQHC  subcontracts  with  another  entity  to  provide  public  health 
services,  that  entity  also  is  considered  an  FQHC  provided  it  meets  the 
eligibility  requirements  for  Section  329,  330,  and  340  grantees.  This 
change  maintains  separate  reimbursement  structures  for  C/MHCs  that 
have  satellite  operations  under  a  network  of  nonprofit  corporations. 

■  The  definition  of  those  served  by  FQHCs  was  changed  from  "outpatient" 
to  "patient"  to  allow  the  coverage  of  some  inpatient  services.  This  clarified 
the  coverage  of  services  provided  by  C/MHC  physicians  who  continue  to 
care  for  their  patients  after  they  enter  a  hospital. 

■  Outpatient  health  programs  operated  by  Indian  tribes  or  tribal  organiza- 
tions under  the  Indian  Self-Determination  Act  can  qualify  as  FQHCs. 
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The  Medicaid  FQHC  provisions  of  OBRA-90  were  effective  retroactive  to 
April  1,  1990;  OBRA-90  FQHC  provisions  for  Medicare  are  effective  October  1, 
1991. 

The  FQHC  provisions  of  OBRA-89  and  OBRA-90  reinforce  the  need  for 
strong  relationships  at  the  federal  level  between  BHCDA  and  Medicaid,  and  at  the 
state  level  between  C/MHCs  and  state  Medicaid  agencies.  The  provisions  present  a 
unique  opportunity  not  only  to  increase  Medicaid  payment  for  these  service  systems, 
but  also  to  focus  the  attention  of  federal,  state,  and  local  program  officials  on  the 
need  to  develop  collaborative  strategies  for  improving  the  capacity  and  effectiveness 
of  public  primary  care  delivery  systems. 
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Issues  Affecting  FQHC  Implementation 


While  the  intent  of  the  law  clearly  is  to  ensure  that  Medicaid  reimbursement  to 
eligible  providers  is  more  generous,  the  FQHC  provisions  in  OBRA-89  and  OBRA- 
90  raise  many  implementation  questions  for  Medicaid  agencies  and  C/MHCs.  Al- 
though issues  affecting  the  implementation  of  FQHCs  are  interrelated,  they 
generally  fall  into  three  policy  clusters — scope  of  services  and  provider  definitions, 
cost-based  reimbursement  and  payment  methodologies,  and  eligibility  criteria  for 
FQHC  status.  The  following  discussion  describes  the  issues  and  briefly  analyzes  the 
problems  states  and  health  centers  are  facing  as  they  seek  to  implement  the  FQHC 
provisions.  For  analytic  purposes,  the  acronym  C/MHCs  is  broadly  interpreted  to 
include  community  and  migrant  health  centers,  health  care  for  the  homeless 
programs,  and  Indian  health  centers. 

Scope  of  Services  and  Provider  Definitions 

Under  federal  Medicaid  statutes  and  regulations,  the  services  that  states  are  required 
or  permitted  to  offer  as  part  of  their  program  are  defined  in  broad  categories.  States 
have  the  authority  and  responsibility  to  define  specific  procedures  within  those  broad 
categories  and  the  scope  of  services  to  be  rendered.  In  defining  a  service  and  its 
scope,  a  state  is  required  to  define  the  individual  or  group  permitted  to  provide  the 
service.  That  decision  typically  is  guided  by  state  practice  acts  (i.e.,  laws  that  govern 
the  work  of  health  practitioners  licensed  to  practice  in  the  state).  However,  decisions 
about  which  procedures  will  be  included  in  a  state's  program  and  which  providers  will 
be  permitted  to  bill  for  the  service  have  profound  financial  implications.  These 
decisions  are  thus  linked  to  overall  decisions  of  policy  direction  and  program 
management.  State  Medicaid  officials  are  very  sophisticated  in  using  service,  scope 
of  service,  and  provider  definitions  in  the  fiscal  management  of  their  programs. 

Unlike  conventional  Medicaid  services  but  like  rural  health  clinic  services 
after  which  they  are  modeled,  most  FQHC  core  services  are  defined  solely  by  the 
practitioner.  Implicit  in  the  FQHC  services  definition  is  that  any  service  the  provider 
is  legally  permitted  to  deliver  under  a  state's  Medicaid  regulations  is  reimbursable  as 
an  FQHC  service.  Moreover,  all  of  the  core  services  may  be  grouped  and  billed  as  a 
single  service.  FQHCs  can  bill  by  beneficiary  contact  (also  called  an  "encounter")  for 
core  services,  regardless  of  which  core  service  is  provided  or  which  health  profes- 
sional provides  the  service. 

The  FQHC  services  definition  has  clear  advantages  from  a  public  health 
perspective:  A  greater  proportion  of  services,  especially  those  provided  by  mid-level 
health  professionals,  are  reimbursable  under  Medicaid,  billing  is  greatly  simplified, 
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and  the  economic  viability  of  centers  is  enhanced.  However,  such  a  global  definition 
poses  serious  problems  for  Medicaid  program  managers  who  lose  an  important  fiscal 
and  utilization  management  tool.2 

Scope  of  Core  Services  and  Other  Ambulatory  Services.  Because  most  FQHC 
core  services  are  defined  by  the  practitioner  providing  the  service  rather  than  by  the 
service  being  provided,  state  Medicaid  agencies  lack  guidance  on  how  to  define  core 
services  within  a  Medicaid  framework.  C/MHCs  also  are  concerned  about  the  service 
definitions.  Specifically,  they  are  concerned  that  the  Health  Care  Financing  Ad- 
ministration (HCFA)  will  narrow  its  interpretation  of  the  services  that  can  be  reim- 
bursed at  cost.  This  would  reduce  the  number  of  services  that  can  be  reimbursed  at 
cost,  increase  their  financial  exposure  for  services,  and  potentially  compromise  their 
ability  to  provide  comprehensive  services.  Further,  C/MHCs  are  concerned  that 
ancillary  services  such  as  case  management,  which  are  an  important  component  of 
the  C/MHC  mission  of  comprehensive  care,  will  be  excluded  from  cost-based  reim- 
bursement. 

The  concern  about  other  ambulatory  services  is  more  prescribed.  Other 
ambulatory  services  provided  by  FQHCs  are  limited  statutorily  to  services  currently 
offered  under  each  state's  Medicaid  program.  However,  HCFA  regulations  have  not 
defined  the  services  that  meet  the  other  ambulatory  services  definition.  At  issue  is  the 
ability  to  limit  the  number  and  type  of  services  that  could  be  included  in  the  defini- 
tion. 

Issue  1.  Relabeling  Services  and  Reimbursement 

Without  clear  definitions  of  core  and  other  ambulatory  services,  Medicaid  agencies 
are  concerned  that  many  of  the  services  once  billed  by  C/MHCs  as  discrete  Medicaid 
services  could  now  fall  within  the  broad  FQHC  services  definition.  (The  FQHC 
services  definition  was  made  even  more  inclusive  by  an  OBRA-90  refinement  that 
changed  services  from  "outpatient"  to  "patient".)  Relabeling  a  broad  array  of  ser- 
vices as  core  or  other  ambulatory  services  could  substantially  increase  program  costs. 

Issue  2.  Limitations  on  Core  Services 

Establishing  strict  definitions  of  services  is  an  important  tool  used  by  Medicaid 
officials  to  manage  their  program.  However,  because  there  has  been  little  guidance 
on  defining  core  services,  Medicaid  agencies  are  concerned  about  the  federal 
government  establishing  the  parameters  for  FQHC  services.  HCFA  has  reaffirmed 
the  state's  right  to  impose  FQHC  service  limitations  in  its  policy  clarifications. 
However,  without  core  services  defined  within  a  traditional  Medicaid  service  proce- 
dure framework,  practical  implementation  of  such  limits  will  be  difficult. 

FQHCs  and  EPSDT.  Other  provisions  of  OBRA-89  dramatically  affect  the 
Medicaid  program  and  have  implications  for  the  development  and  implementation 
of  FQHCs.  Specifically,  changes  to  Medicaid's  Early  and  Periodic  Screening,  Diag- 
nostic, and  Treatment  program  may  change  the  role  of  C/MHCs  in  providing  EPSDT 
services.  EPSDT  is  the  preventive  health  and  dental  care  program  for  Medicaid 
beneficiaries  below  age  twenty-two  and  consists  of  three  distinct  service  components: 
screening,  diagnosis,  and  treatment.  Under  the  program,  children  are  screened 
periodically  for  health  and  developmental  problems.  If  a  screening  indicates  the 
need  for  further  evaluation,  the  program  covers  diagnostic  tests.  If  a  treatment  need 
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is  detected  by  a  screen,  states  are  required  to  provide  treatment  services  deemed 
medically  necessary.  As  a  result  of  OBRA-89,  EPSDT  children  are  entitled  to  all 
medically  necessary  services  as  long  as  the  service  is  permitted  under  federal 
Medicaid  statutes  and  regulations,  even  if  the  service  is  not  authorized  under  the 
state  plan.  Prior  to  this  provision,  only  those  services  offered  in  a  state's  Medicaid 
plan  had  to  be  provided. 

States  also  are  required  to  report  annually  to  HCFA  on  the  number  of 
children  participating  in  the  EPSDT  program  and  on  the  number  of  screens 
provided. 

OBRA-89  requires  the  Secretary  of  the  Department  of  Health  and  Human 
Services  to  develop  annual  participation  goals  for  each  state's  EPSDT  program. 
HCFA  has  established  a  participation  goal  of  80  percent  by  the  year  1995.  In  fiscal 
1989  the  participation  rate  in  the  average  state  was  39  percent,  leaving  41  percentage 
points  to  be  achieved  in  five  years. 

Issue  3.  Reimbursement  for  Medically  Necessary  Services 

Providing  a  wide  array  of  services  is  central  to  the  comprehensive  care  mission  of 
C/MHCs.  Included  among  those  services  are  some  that  may  be  reasonably  provided 
to  an  EPSDT  child  due  to  medical  necessity  but  that  are  not  part  of  the  state's 
Medicaid  plan.  Is  the  FQHC  entitled  to  reasonable  cost  reimbursement  for  those 
services?  Moreover,  if  the  FQHC  cannot  provide  the  service  but  contracts  with  an 
entity  in  the  community  to  provide  the  service,  is  the  contracted  service  reimbursable 
at  reasonable  cost?  The  EPSDT  provisions  may  have  a  significant  fiscal  impact  on 
state  Medicaid  agencies;  the  FQHC  provisions  are  likely  to  exacerbate  that  impact. 

Issue  4.  FQHCs  and  EPSDT  Reporting 

OBRA-89  requires  Medicaid  agencies  to  report  participation  rates  for  children 
receiving  EPSDT  screens.  These  data  are  gathered  by  counting  EPSDT  screening 
bills  sent  in  by  providers.  If  FQHCs  perform  EPSDT  screens  under  core  services  and 
bill  for  those  services  within  a  broad  "encounter"  definition,  the  Medicaid  agency  will 
need  a  mechanism  to  capture  the  EPSDT  screens  provided  by  FQHCs.  Because  of 
the  relatively  large  number  of  low-income  children  seen  at  C/MHCs  (more  than  2 
million  in  1990),  the  lack  of  such  a  mechanism  will  result  in  an  underreporting  of 
EPSDT  screening. 

Moreover,  Medicaid  managers  will  lose  other  important  EPSDT  program 
management  information  due  to  the  lack  of  specificity  in  FQHC  billing.  (In  some 
states,  FQHCs  must  report  on  the  billing  form  the  specific  services  provided  in  the 
encounter.)  Many  states  are  trying  to  develop  systems  that  can  effectively  link  screen- 
ing services  and  treatment  for  children.  Their  efforts  may  be  stymied  by  the  billing 
procedures  of  FQHCs.  C/MHCs  and  children's  advocates  argue  that  the  FQHC 
designation  facilitates  and  strengthens  the  role  of  C/MHCs  in  providing  quality 
health  care  to  poor  children  and  that  this  balances  concerns  about  the  loss  of  service 
information  for  program  management  purposes. 

Subcontracting.  OBRA-90  redefined  FQHCs  as  "entities"  not  "facilities." 
This  change  permits  the  payment  of  FQHC  services  provided  outside  of  a  clinic,  but 
only  if  the  health  practitioner's  agreement  with  the  FQHC  requires  that  practitioner 
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to  seek  compensation  from  the  FQHC.  At  issue  is  the  extent  to  which  an  FQHC  can 
establish  these  agreements. 

Issue  5.  Contracting  with  Other  Service  Providers 

Subcontracting  has  some  advantages  for  C/MHCs  in  developing  a  coordinated 
primary  health  care  system  for  low-income  people  and  fostering  a  "one-stop  shop- 
ping" approach.  Physicians  contracting  with  FQHCs  may  be  more  likely  to  serve 
Medicaid  beneficiaries.  This  is  because  they  will  be  supported  in  the  care  of  their 
patients  by  the  C/MHC  structure  and  mission,  they  can  reduce  the  administrative 
complexities  of  interacting  with  the  Medicaid  program  directly  by  having  C/MHCs 
bill  for  their  services,  and  their  reimbursement  will  be  higher. 

Medicaid  managers  are  concerned  that  physicians  and  other  health  care 
providers  currently  serving  as  Medicaid  providers  will  abandon  their  direct  enroll- 
ment and  develop  contracts  with  FQHCs.  By  doing  so,  these  providers  will  be 
reimbursed  at  reasonable  cost  and  increase  their  Medicaid  revenues  without  serving 
more  Medicaid  beneficiaries. 

Cost-Based  Reimbursement  and  Payment  Methodologies 

Designing  a  payment  methodology  that  meets  the  definition  of  reasonable  cost- 
based  reimbursement  is  perhaps  the  most  difficult  FQHC  provision  to  implement. 
Although  ensuring  more  equitable  reimbursement  to  these  Medicaid  providers  is 
important,  tying  reimbursement  to  a  cost-based  system,  which  historically  tends  to  be 
inflationary,  is  arguably  not  the  most  efficient  method.  Moreover,  the  increased 
reimbursement  and  administrative  burdens  can  be  costly  for  states. 

Section  6404  of  OBRA-89  requires  states  to  pay  100  percent  of  the 
reasonable  costs  related  to  providing  core  and  other  ambulatory  services.  Because  a 
Medicaid  cost-based  reimbursement  methodology  does  not  exist,  in  April  1990 
HCFA  sent  draft  guidance  granting  states  the  flexibility  to  design  cost  reports  and 
payment  methodologies  that  met  the  unique  needs  of  Medicaid  agencies  and 
C/MHCs,  provided  the  state  did  not  exceed  the  Medicare  reasonable  cost  principles. 
This  resulted  in  a  wide  range  of  payment  methodologies  and  different  types  of 
all-inclusive  and  other  rate  methodologies.  Many  Medicaid  agencies  worked  closely 
with  C/MHCs  to  develop  methodologies  that  were  satisfactory  to  all  parties  con- 
cerned. Some  states  relied  on  the  reasonable  cost  reimbursement  methodologies 
used  for  rural  health  clinics. 

Legislation  passed  the  following  year  modified  existing  law.  Section  4704  of 
OBRA-90  reduced  the  states'  flexibility  by  requiring  that  reimbursement  to  FQHCs 
for  core  and  ambulatory  services  be  based  on  the  Medicare  Principles  of  Reasonable 
Cost  Reimbursement  or  an  equivalent  system  that  ensures  100  percent  reasonable 
cost  reimbursement  (42  CFR  Part  413).  The  Medicare  Principles  of  Reasonable  Cost 
Reimbursement  are  more  restrictive  because  they  specify  a  payment  system  consist- 
ing of  interim  payments  with  a  retrospective  adjustment.  (See  Summary  of  Medicare 
Principles  of  Reasonable  Cost  Reimbursement.)  HCFA  is  expected  to  issue 
Medicaid  and  Medicare  regulations  regarding  reasonable  cost  reimbursement 
methodologies  in  fall  1991. 
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42  CFR  Part  413 
SUMMARY  OF  MEDICARE  PRINCIPLES  OF 
REASONABLE  COST  REIMBURSEMENT 

§413.5   Cost  Reimbursement:  General 

Generally,  the  method  of  cost  reimbursement  must  meet  the  following  tests  and 
objectives: 

■  Current  payments  are  made  for  the  services  provided  to  program 
recipients. 

■  Retroactive  adjustments  are  made  so  that  increases  in  costs  are  taken 
fully  into  account  as  they  actually  occurred. 

■  Allowable  costs  are  divided  between  beneficiaries  of  the  program 
(Medicare  or  Medicaid)  and  the  other  patients. 

■  There  is  sufficient  flexibility  in  the  methods  of  reimbursement  so  that 
differences  in  the  present  state  of  the  provider's  recordkeeping  are 
taken  into  account. 

■  There  is  a  recognition  of  the  need  to  keep  pace  with  the  growing 
requirements  of  the  center  and  the  need  to  make  improvements. 

§413.9  Cost  Related  to  Patient  Care 

All  payments  to  service  providers  must  be  based  on  the: 

■  Reasonable  cost  of  services  both  covered  and  related  to  the  care  of 
beneficiaries;  and 

■  Lesser  of  the  reasonable  cost  of  services  or  the  customary  charges  to 
the  general  public. 

§413.13  Amount  of  Payment  If  Customary  Charges  for  Services  Are  Less  Than 
Reasonable  Costs 

■  Public  providers  furnishing  services  free  of  charge  or  at  a  nominal 
charge  are  paid  the  reasonable  cost  of  covered  services  furnished  to 
beneficiaries  and  are  not  subject  to  the  principle  found  at  §413.9. 

■  Disproportionate  share  providers  also  are  excluded  from  the  principle 
found  at  §413.9. 

Reasonable  costs  include: 

■  Both  direct  and  indirect  costs;  and 

■  Retroactive  adjustments  after  the  provider  submits  fiscal  reports  to 
reflect  the  difference  between  the  payment  made  during  year  and  the 
amount  determined  to  be  the  actual  cost  of  services. 

Necessary  and  Proper  costs  include  those  that  are  appropriate  and  helpful  in 
developing  and  maintaining  the  operation  of  patient  care  facilities  and  activities. 

Costs  Related  to  Patient  Care  are  meant  to  be  fair  and  acknowledge  the  variation  in 
costs  across  providers.  However,  these  costs  are  subject  to  limitations  if  a  particular 
provider's  costs  are  substantially  different  than  those  of  similar  providers  in  the 
same  area. 
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MEDICARE  PRINCIPLES  OF  REASONABLE 
COST  REIMBURSEMENT  (Continued) 

Subpart  B — Accounting  Records  and  Reports 
§413.20  Financial  Data  and  Reports 

Providers  are  required  to  maintain  sufficient  financial  records  and  statistical  data  for 
proper  determination  of  costs  payable  under  the  program. 

Subpart  C — Limits  on  Cost  Reimbursement 

§413.30  Limitations  on  Reimbursable  Cost 

Reimbursable  costs  may  not  exceed  the  costs  estimated  by  HCFA  to  be  necessary  for 
the  efficient  delivery  of  needed  health  services.  Limits  will  be  imposed  prospectively 
and  HCFA  may  make  exemptions,  exceptions,  and  adjustments  to  the  limits  as 
appropriate. 

When  establishing  limits,  HCFA  has  the  authority  to  classify  by  types  of  providers 
and/or  services;  geographical  areas;  size  of  facilities;  and  nature  and  mix  of  services 
furnished,  as  well  as  by  type  and  mix  of  patients  treated.  Providers  can  make  an 
appeal  to  be  exempted  from  the  limits  for  a  variety  of  reasons  and  an  appeal  process 
exists  for  this  purpose. 

Subpart  D — Apportionment 

§413.53  Determination  of  Costs  of  Services  to  Beneficiaries 

Total  allowable  costs  of  a  provider  will  be  apportioned  between  program 
beneficiaries  and  other  patients  so  that  the  share  borne  by  the  program  is  based  on 
actual  services  received  by  beneficiaries. 

Subpart  E — Payments  to  Providers 

§413.60  Payment  to  Providers:  General 

Providers  will  be  reimbursed  through  interim  payments  made  throughout  the  year 
with  retroactive  adjustment  at  the  end  of  the  accounting  period.  Interim  payments 
must  be  made  at  least  monthly  and  are  based  on  the  estimated  annual  costs.  To 
determine  this  interim  payment  for  new  providers  an  analysis  of  the  previous  year's 
financial  statement  is  conducted  to  estimate  the  costs.  The  interim  rate  may  be 
adjusted  at  any  time  if  evidence  is  supplied  to  the  fiscal  intermediary  showing  the 
need  for  such  an  adjustment. 

Subpart  F — Specific  Categories  of  Costs 

§413.80  Bad  Debts,  Charity,  and  Courtesy  Allowances 

This  principle  specifies  that  bad  debts,  charity,  and  courtesy  allowances  are  not 
allowable  costs. 


Issue  6.  Effects  of  Policy  Changes  on  Administration 

For  states  with  reimbursement  methodologies  that  do  not  meet  the  Medicare  prin- 
ciples, the  OBRA-90  legislation  may  impose  significant  administrative  burdens  for 
both  Medicaid  programs  and  C/MHCs.  The  development  of  cost  reports  and  adjust- 
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ments  to  automated  systems  already  have  been  completed  in  many  states  based  on 
reimbursement  methodologies  that  were  agreed  to  prior  to  the  new  legislation. 
Medicaid  agencies  and  C/MHCs  now  may  be  required  to  develop  another  set  of 
procedures  that  are  consistent  with  the  new  policy.  HCFA's  final  interpretation  of 
OBRA-90  will  be  critical  because  such  administrative  changes  can  be  costly. 

Issue  7.  Uniformity  Versus  Flexibility  in  Reimbursement  Methodologies 

OBRA-90  also  established  an  FQHC  category  for  Medicare.  HCFA  is  exploring  the 
possibility  of  requiring  a  single  uniform  cost  methodology  for  both  Medicaid  and 
Medicare.  If  such  a  system  is  adopted,  the  methodology  and  reimbursement  rate  may 
be  set  by  a  Medicare  intermediary,  similar  to  what  is  done  under  the  rural  health 
clinic  program.  States  would  have  no  flexibility  in  determining  the  methodology  or 
the  rate,  which  severely  limits  their  ability  to  manage  the  Medicaid  program. 

Although  states  may  lose  flexibility  in  establishing  methodologies  and  rates, 
both  they  and  C/MHCs  could  benefit  from  a  uniform  system.  Setting  up  cost  reports 
and  a  billing  system  that  have  to  be  responsive  to  both  Medicaid  and  Medicare 
clearly  has  administrative  advantages  for  C/MHCs.  Medicaid  agencies  also  would 
benefit  because  they  would  not  have  to  establish  an  administrative  support  structure 
for  setting  rates.  Moreover,  a  uniform  cost  methodology  would  reduce  perceived 
inequities  between  Medicaid  and  Medicare  in  defining  reasonable  costs  for  the  same 
set  of  services. 

Issue  8.  All-Inclusive  Encounter  Rates 

While  a  payment  methodology  that  requires  an  all-inclusive  encounter  rate  has  not 
yet  been  promulgated  in  regulations,  many  states  have  considered  setting  up  a  system 
similar  to  the  rural  health  clinic  program  that  has  a  year-end,  retrospective  recon- 
ciliation. If  this  approach  is  adopted,  one  issue  is  what  services  will  be  included  in  this 
encounter  rate? 

Under  the  rural  health  clinic  program,  all  core  services  are  included  in  a  single 
rate  per  visit.  States  may  choose  to  include  other  ambulatory  services  in  this  en- 
counter rate  or  may  pay  a  separate  rate  for  each  service  as  long  as  it  is  reimbursed  on 
a  reasonable  cost  basis.3  Currently,  these  same  options  are  available  for  FQHCs. 

If  states  choose  to  develop  one  or  more  encounter  rates  other  issues  arise. 
Tracking  services  to  each  beneficiary  is  more  problematic  when  all  services  or  a 
group  of  services  are  paid  under  a  single  rate,  unless  the  billing  system  disaggregates 
the  services  provided  in  the  encounter.  Further,  until  the  scope  of  services  is  defined, 
determining  an  encounter  rate  that  is  reflective  of  all  costs  will  be  nearly  impossible. 

Issue  9.  Reasonable  Cost  and  Cost  Containment  Measures 

Under  the  rural  health  clinic  program,  HCFA  established  a  national  cap  on  the  rate 
paid  per  encounter.  This  cap  cannot  be  exceeded  when  reimbursing  these  clinics, 
regardless  of  actual  costs.  Initially,  HCFA  explored  the  possibility  of  using  this  same 
cap  for  FQHCs.  The  issue  subsequently  was  dropped  because  of  questionable 
statutory  authority.  However,  there  are  no  statutory  prohibitions  against  the  use  of 
other  cost  management  measures  in  a  cost-based  payment  methodology.  In  fact, 
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Subpart  C,  Section  413.30  of  the  Medicare  Principles  of  Reasonable  Cost  Reim- 
bursement includes  limitations  on  reimbursable  costs.  The  regulations  give  HCFA 
the  authority  to  prospectively  impose  limits  on  reimbursement  "necessary  for  the 
efficient  delivery  of  needed  health  services."  These  limits  may  be  classified  by  types 
of  providers  and/or  services;  geographical  areas;  size  of  facilities;  and  nature  and  mix 
of  services  delivered,  as  well  as  by  type  and  mix  of  patients  treated.  Clearly,  HCFA 
has  some  discretion  in  setting  limits  to  help  contain  costs. 

Cost  containment  measures  within  a  cost-based  reimbursement  system  may 
be  beneficial  to  both  health  centers  and  Medicaid  agencies.  These  measures  would 
allow  a  C/MHC  to  manage  its  service  delivery  so  that  all  health  care  dollars — 
Medicaid,  Medicare,  grant,  and  private  funds — are  used  only  for  necessary  services. 
Medicaid  agencies  would  be  in  a  better  position  to  predict  costs  and  manage  their 
program. 

Issue  10.  Capacity  of  Health  Centers  to  Report  Costs 

To  obtain  the  enhanced  revenue  from  Medicaid,  health  centers  must  be  able  to 
accurately  report  the  costs  of  delivering  Medicaid  (and  Medicare)  services.  Many  of 
these  centers  do  not  have  the  automated  capability  to  do  this  effectively. 

Problems  also  exist  for  C/MHCs  in  setting  up  systems  that  are  sophisticated 
enough  to  track  both  the  types  of  services  delivered  and  the  practitioner  who  is  billing 
the  service.  These  problems  become  even  more  pronounced  if  an  all-inclusive  rate  is 
used.  Computer  systems  not  only  will  need  to  separate  services,  but  also  identify 
departments  in  which  a  service  was  delivered  (e.g.,  laboratory,  dental,  or  pharmacy). 

Clearly,  many  health  centers  will  require  technical  assistance  on  how  best  to 
report  costs  that  accurately  reflect  the  delivery  of  services.  Subpart  B  of  the  Medicare 
Principles  of  Reasonable  Cost  Reimbursement  requires  extensive  accounting 
records  and  reports  for  determining  service  delivery.  The  regulations  also  specify  the 
types  of  cost-finding  methods  that  must  be  used. 

Many  C/MHCs  have  little  experience  in  developing  such  tools  and  a  learning 
curve  is  to  be  expected.  It  may  be  several  years  before  systems  to  accurately  record 
costs  are  in  place.  And  until  centers  know  what  payment  methodology  is  required 
from  HCFA,  they  will  not  know  the  best  way  to  account  for  and  report  costs. 

Issue  11.  Prepaid  Capitated  Arrangements 

Some  health  centers  are  contractees  of  HMOs  or  have  other  direct  prepaid  capitated 
arrangements  to  deliver  services  to  Medicaid  beneficiaries.  Calculating  the  costs  of 
the  services  these  centers  provide  as  well  as  how  much  to  pay  them  when  they  already 
have  an  agreed-upon  reimbursement  arrangement  is  proving  difficult.  OBRA-90 
cleared  up  much  of  the  confusion  by  requiring  states  to  pay  these  centers  reasonable 
costs  even  when  under  contract  to  an  HMO.  Yet  designing  a  methodology  that  can 
recognize  and  reimburse  for  costs  in  the  face  of  several  contracting  arrangements  will 
not  be  easy. 

Disaggregating  the  services  being  provided  to  a  beneficiary,  the  type  of 
provider  delivering  the  service,  and  the  department  providing  the  service  are  likely  to 
become  even  more  complex  under  a  prepaid  capitated  methodology  than  billing 
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under  an  all-inclusive  encounter  rate.  This  may  further  reduce  the  ability  of  Medicaid 
administrators  to  manage  their  program. 

Federal  Requirements  for  Attaining  FQHC  Status 

Section  6404  of  OBRA-89  requires  states  to  pay  reasonable  costs  for  services 
provided  to  Medicaid  beneficiaries  by  Section  329,  330,  and  340  grantees  (i.e., 
C/MHCs  and  health  care  for  the  homeless  programs).  It  also  requires  states  to 
reimburse,  on  the  same  cost-related  basis,  entities  that  can  meet  the  criteria  estab- 
lished for  such  grantees  even  if  they  are  not  receiving  federal  funds.  Referred  to  as 
the  "look-alike"  provision,  it  further  broadened  the  eligibility  of  health  centers  to 
receive  cost-based  reimbursement  for  services  delivered  to  Medicaid  beneficiaries. 
OBRA-89  also  gave  the  Secretary  of  Health  and  Human  Services  the  authority  to 
grant  limited  waivers  to  those  centers  that  do  not  meet  certain  eligibility  criteria  for 
FQHC  designation,  provided  they  can  do  so  within  two  years.  (See  Waivable  and 
Nonwaivable  Criteria  for  FQHC  Look-Alikes.) 

OBRA-89  gives  HCFA  the  final  authority  to  designate  providers  as  an 
FQHC.  However,  because  of  its  experience  in  awarding  C/MHC  grants  and  grants 
for  health  care  for  the  homeless  programs,  HRSA/BHCDA  is  given  the  authority  to 
make  recommendations  on  the  applications.  The  federal  agencies  jointly  decided  on 
the  eligibility  criteria  that  could  be  waived  for  good  cause  for  up  to  two  years. 
Because  the  statute  specifically  states  that  FQHCs  are  entities  that  meet  the  same 
criteria  as  those  health  centers  receiving  federal  funds  under  Sections  329,  330,  and 
340,  the  eligibility  for  FQHC  designation  is  strictly  limited. 

The  Look-Alike  Application  Process.  For  those  centers  receiving  Section  329, 
330,  and  340  funds,  FQHC  designation  is  automatic  upon  request.  For  other  entities, 
the  application  for  FQHC  status  is  similar  to  that  of  applying  for  funds  under  Section 
329,  330,  and  340,  though  the  data  requirements  are  less  extensive.  Two  separate 
application  packages  are  used:  one  for  those  centers  applying  for  329  or  330  look- 
alike  status  (i.e.,  community  and  migrant  health  centers)  and  another  for  those 
applying  for  340  look-alike  status  (i.e.,  health  care  for  the  homeless  programs).  The 
application  process  for  these  centers  relies  primarily  on  assurances  rather  than 
extensive  documentation,  and  these  questions  fall  into  four  categories: 

■  Need  and  Community  Impact.  Required  are  a  brief  description  of  the  area 
served,  the  demographics  and  health  needs  of  the  population,  and  avail- 
able resources,  and  notation  of  the  percent  of  those  in  the  community  who 
are  living  below  poverty.  An  assurance  also  must  be  provided  that  the 
service  area  has  been  designated  by  the  Secretary  of  Health  and  Human 
Services  as  a  medically  underserved  area  or  medically  underserved 
population. 

■  Health  Services.  Required  are  assurances  that  the  entity  will  provide 
directly  or  through  contract,  primary  health  services  on  site;  diagnostic 
laboratory,  x-ray,  and  pharmacy  services;  preventive  health  and  preven- 
tive dental  services;  emergency  services;  transportation  assistance;  and 
patient  case  management  services.  The  entity  also  must  provide  assuran- 
ces that  the  services  will  be  delivered  by  medical  personnel  licensed  to 
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WAIVABLE  AND  NONWAIVABLE  CRITERIA  FOR 

FQHC  LOOK-ALIKES 

Criterion 

Waivability 

Need/Community  Impact 

Demonstrated  need  in  the  area. 

Not  waivable. 

Health  center  serving  patients  most 

Not  waivable. 

in  need. 

v^v^iiiv'i  ovi  vvo  a  uw l til ici tv^vi  liiv^uiv^uiiy 

Waive  if  MI  I A/MT  IP 

underserved  area  or  medically  under- 

application  submitted. 

served  population  (MUA/MUP). 

Health  Services 

Minimum  required  services 

(direct  or  firm  arrangement): 

■  Primary  care  by  physicians  or 

Not  waivable. 

mid-level  practitioners  as 

lillvl    IV  Wl    Ul  ClV/llllVyllV/l  O  CLO 

appropriate. 

■  Diagnostic  laboratory. 

Not  waivable. 

■  Diagnostic  x-ray. 

Not  waivable. 

■  Preventive  health. 

Not  waivable. 

■  Patient  case  manfl opmpnt 

Mot  waivahlp 

■  Prescription. 

Waivable. 

■  Preventive  dental. 

Waivable. 

■  Emergency  services. 

Waivable. 

■  i  idiisporidiion. 

waivauie. 

Physicians  licensed  in  state. 

Not  waivable. 

One-half  of  providers  are  full  time. 

Waive  if  documented  to  correct 

and  have  system  for  continuity 

of  care. 

Physicians  have  hospital-admitting 

Waive  if  documented  hospital 

privileges. 

admission  and  coverage  plan. 

Sufficient  number  of  providers  (i.e., 

Waive  if  no  more  than  6,500 

no  more  than  6,000  visits  per 

visits  per  provider  or  2,500 

nrovider  or  1  500  to  2  000  users  tier 

users  tier  rthvsician 

physician). 

Services  are  available  regardless  of 

Not  waivable. 

ability  to  pay. 

Use  of  a  charge  schedule  with 

Waive  if  documented  plan  to 

discount  based  on  income. 

develop  and  implement. 

Open  at  least  thirty-two  hours  per 

Not  waivable. 

week. 

Professional  after-hours  coverage. 

Waive  if  documented 

compliance  plan. 

Quality  assurance  program. 

Not  waivable. 
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CRITERIA  FOR  FQHC  LOOK-ALIKES  (Continued) 

Criterion 

Waivability 

Management  and  Finance 

Sound  management  and  control 
system. 

Not  waivable. 

Annual  independent  audit. 

Not  waivable. 

If  problems  cited  in  audit,  adequate 
correction  procedures  are  in  place. 

Not  waivable. 

Revenues  of  at  least  90  percent  of 
exnenditures 

Waive  for  one  year  only. 

Title  XIX  provider . 

Waive  if  applied. 

Title  XVIII  provider  if  serving 
patients  above  age  sixty-five  or  SSI 
patients. 

Waive  if  applied. 

Governance 

Public  or  nonprofit  private  entity. 

Not  waivable. 

Governing  board  with  between  nine 
and  twenty-five  members,  the 
majority  of  whom  are  active  users 
representing  the  population  served. 

Waive  if  organization  shows 
evidence  of  consumer  input 
and  timetable  for  full 
compliance. 

No  more  than  half  of  nonuser 
governing  board  members  derive  10 
percent  or  more  of  annual  income 
from  health  care  industry. 

Not  waivable. 

If  private  nonprofit,  board  has 
authority  and  responsibility  for  policy. 

Waive  if  timetable  for 
compliance. 

If  public  entity,  a  written  agreement 
gives  board  authority  and 
responsibility  for  policy,  except 
public  agency  may  retain  authority  to 
establish  general  policies. 

Waive  if  timetable  for 
compliance. 

Compliance  with  State/Local  Laws  and 
Regulations 

Not  waivable. 

SOURCE:  Bureau  of  Health  Care  Delivery  and  Assistance. 

practice  in  the  state  and/or  mid-level  practitioners  in  accordance  with  the 
state  practice  act;  that  services  will  be  available  and  accessible  to  low-in- 
come and  underserved  populations;  and  that  the  organization  has  a 
quality  assurance  program,  including  a  medical  records  system. 

■  Management  and  Finance.  Required  are  a  description  of  the  entity's  ac- 
counting and  internal  control  systems  for  financial  management,  including 
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assurances  of  financial  solvency  and  an  annual  audit.  The  entity  also  must 
ensure  that  it  will  serve  Medicaid  and  Medicare  beneficiaries. 

■  Governance.  Required  are  assurances  that  the  entity  is  either  a  private 
nonprofit  organization  or  public  agency;  that  more  than  half  of  its  govern- 
ing board  members  are  active  users  of  services;  and  that  the  governing 
board  has  authority  to  set  policies  regarding  patient  care. 

Once  the  entity  provides  these  assurances,  the  completed  application  is  sub- 
mitted to  the  regional  Public  Health  Service  office  for  initial  review.  The  application 
and  office's  preliminary  recommendation  are  sent  to  BHCDA,  which  makes  a  final 
review  and  recommendation  to  the  HRSA  administrator.  HRSA's  final  recommen- 
dation is  forwarded  to  HCFA  for  approval  and  processing.  HCFA  has  the  respon- 
sibility for  notifying  the  state  Medicaid  agency  that  the  entity  is  eligible  for  FQHC 
reimbursement. 

Issue  12.  Problems  in  Meeting  Look-Alike  Eligibility  Criteria 

Several  of  the  eligibility  criteria  for  FQHC  designation  under  the  look-alike 
provisions  have  proven  problematic  for  some  health  care  providers.  For  example, 
some  centers  cannot  demonstrate  that  at  least  half  of  the  medical  personnel  are 
employed  full  time.4  Some  are  not  located  in  medically  underserved  areas.  Some  do 
not  have  the  resources  to  ensure  patient  transportation,  and  some  do  not  provide  the 
scope  of  services  necessary  for  providing  continuity  of  care  required  under  Sections 
329,  330,  and  340.  The  criterion  that  is  most  difficult  for  many  primary  care  providers 
is  governance.  Some  health  centers  do  not  have  a  governing  board  composed  of 
more  than  half  of  the  users  of  the  health  services  provided  by  the  center.  However, 
the  Public  Health  Service  worked  closely  with  HCFA  to  allow  this  criterion  to  be 
waived  for  up  to  two  years,  provided  the  center  meets  the  other  nonwaivable  criteria. 

Issue  13.  Eligibility  of  Other  Public  Health  Entities 

OBRA-89  restricts  eligibility  to  entities  with  operations  that  closely  resemble  those  of 
Section  329,  330,  and  340  grantees.  The  provision  is  intended  to  ensure  cost-based 
reimbursement  to  health  centers  that  build  on  the  community  model  of  providing 
comprehensive  primary  care  and  serving  the  uninsured,  underinsured,  and  publicly 
insured. 

However,  other  primary  health  care  providers  that  do  not  necessarily  meet 
the  look-alike  criteria  serve  similar  needy  populations.  Most  notably,  many  state  and 
local  health  department  clinics  provide  a  wide  range  of  primary  care  services  to 
persons  who  otherwise  may  not  have  access  to  care.  These  organizations,  which  serve 
similar  populations  and  have  the  same  service  mission  and  goals,  may  be  eligible  for 
FQHC  designation  with  little  modification  to  their  existing  structures.  However, 
because  many  of  these  entities  are  organized  differently  than  C/MHCs  and  may  not 
provide  the  range  of  primary  care  services  that  Section  329,  330,  and  340  grantees  do, 
they  may  be  ineligible  for  FQHC  designation.  Among  such  entities,  a  vast  majority  of 
which  are  enrolled  as  Medicaid  providers,  there  is  a  strong  feeling  that  their  mission 
should  qualify  them  for  the  financial  benefits  of  FQHC  designation.5 
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Issue  14.  Defining  Eligibility  Under  a  Particular  Grant 

Current  law  suggests  that  if  a  grant  is  given  to  an  entity  for  certain  services  it  provides, 
all  aspects  of  the  organization  become  eligible  for  cost-based  reimbursement.  For 
example,  an  entity  composed  of  eight  clinics  around  the  state  receives  federal  funds 
to  support  activities  in  two  of  its  clinics.  Does  this  mean  that  all  eight  sites  are 
classified  as  an  FQHC  and  should  receive  cost-based  reimbursement  for  those 
services  provided  to  Medicaid  beneficiaries?  If  so,  this  could  result  in  large  Medicaid 
expenditures  for  services  provided  by  a  variety  of  organizations.  This  is  a  concern  of 
many  states. 

The  issue  is  still  being  explored.  When  awarding  Section  329,  330,  and  340 
grants,  the  Public  Health  Service  historically  has  considered  within  the  federal  scope 
only  that  entity's  project  activities  for  which  it  is  receiving  funding.  However,  because 
this  approach  is  not  codified,  how  the  FQHC  issue  is  affected  is  unclear. 


While  some  FQHC  implementation  issues  reflect  differences  between  com- 
munity and  migrant  health  centers  and  Medicaid  programs  in  mission  and  emphasis, 
the  relative  importance  of  these  issues  has  been  heightened  by  the  fiscal  crisis  facing 
both  Medicaid  agencies  and  health  centers.  Community  and  migrant  health  centers 
view  their  FQHC  designation  as  an  important  opportunity  to  maintain  and 
strengthen  comprehensive  primary  health  care  and  improve  access  for  low-income 
people.  Given  Medicaid's  financial  woes,  C/MHCs  fear  that  the  potential  to  stabilize 
and  enhance  primary  health  care  will  be  lost.  While  sympathetic  to  the  C/MHC  view, 
Medicaid  managers  are  concerned  about  maintaining  financial  control  of  their  pro- 
gram. Both  perspectives  are  grounded  in  reality.  Both  can  be  easily  overstated  within 
the  context  of  FQHCs.  Work  toward  resolution  of  these  more  global  issues  can  begin 
when  HCFA  issues  its  regulatory  guidance.  However,  even  without  such  guidance, 
state  implementation  of  FQHC  continues  in  earnest. 
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Coordination  of  Primary  Care 
Providers  and  Medicaid 


While  many  issues  remain  unresolved,  states  have  had  varying  degrees  of  success  in 
implementing  FQHCs.  The  states  that  have  moved  the  quickest  are  those  in  which 
close  working  relationships  exist  among  state  agencies,  C/MHCs,  and  state  associa- 
tions. Illinois,  North  Carolina,  and  Texas  have  been  successful  in  establishing  an 
FQHC  program,  due  in  large  part  to  effective  relationships  among  the  people  and 
groups  involved.  In  all  three  states  there  is  a  shared  goal  to  increase  access  to  the 
medically  indigent.  This  common  interest  and  commitment  has  enabled  them  to 
implement  effective  programs,  despite  the  lack  of  clear  regulatory  guidance  and  a 
history  of  differing  philosophies. 

Other  factors  are  common  to  the  three  states.  Extensive  education  occurred 
among  the  interested  parties  regarding  their  respective  operations  and  perspectives. 
Medicaid  learned  about  how  C/MHCs  work,  which  services  they  provide,  their 
objective  of  continuity  of  care,  and  their  grant  accountability  mechanisms.  This 
education  process  was  invaluable  to  Medicaid  staff  in  understanding  why  C/MHCs 
were  selected  for  special  consideration  in  OBRA-89  and  how  important  they  are  in 
ensuring  access  to  quality  care.  Similarly,  C/MHCs  and  their  association  staff  gained 
a  better  understanding  of  the  constraints  under  which  Medicaid  officials  operate,  the 
pressures  they  face  to  keep  costs  under  control,  and  the  ongoing  threats  of  audits  and 
loss  of  federal  funds.  Workshops  to  educate  the  staff  responsible  for  implementing 
FQHC  policy  were  held  in  all  three  states.  Moreover,  in  all  three  states  an  open 
dialogue  was  maintained  during  all  phases  of  policy  development.  This  process 
fostered  a  trust  that  helped  make  compromises  less  difficult  to  reach.  These  activities 
contributed  significantly  to  the  successful  implementation  of  FQHC. 

Illinois 

The  passage  of  the  FQHC  legislation  could  not  have  come  at  a  better  time  for 
Illinois.  A  comprehensive  review  of  the  Medicaid  program  had  revealed  that  access 
to  health  care  was  its  number  one  problem,  and  that  funding  predominantly  was 
supporting  institutional  care.  Only  10  percent  of  the  physicians  in  Illinois  served 
about  70  percent  of  all  Medicaid  clients.  It  was  clear  that  increasing  physician 
participation  in  Medicaid  was  the  top  priority,  and  several  initiatives  were  begun  to 
pursue  this  goal.  The  new  FQHC  designation  recognized  the  critical  role  played  by 
community  health  centers  in  preserving  access  to  primary  care,  and  thus  was  actively 
supported  in  Illinois. 

Ongoing  education,  opportunities  to  review  and  comment  on  the  process,  and 
a  clear  desire  by  the  Medicaid  agency  and  centers  to  work  within  existing  administra- 


21  Coordination  of  Primary  Care  Providers  and  Medicaid 


tive  systems  were  instrumental  in  achieving  successful  implementation.  Community 
health  centers  in  the  state  previously  were  paid  through  four  different  reim- 
bursement systems:  fee-for-service,  clinic  services,  rural  health  clinic  services,  and 
HMO  managed  care.  The  new  FQHC  methodology  helped  to  consolidate  these, 
using  a  Medicare  formula  for  federally  funded  health  centers.  To  reduce  the  cost  of 
changes  in  computer  processing,  the  Medicaid  agency  was  able  to  accept  two  types  of 
billing  forms.  The  centers  were  able  to  build  a  system  that  lists  the  types  of  services 
provided  during  each  encounter,  so  that  the  Medicaid  agency  has  a  database  to 
measure  the  scope  of  services  being  billed.  Similarly,  it  was  decided  that  a  separate 
code  was  needed  for  EPSDT  so  that  these  services  could  be  tracked  better.  Coopera- 
tion on  the  part  of  all  parties  contributed  significantly  to  the  successful  implementa- 
tion of  FQHC  in  Illinois. 

North  Carolina 

Arguably  the  one  state  that  the  FQHC  provisions  of  OBRA-89  and  OBRA-90  have 
had  the  least  impact  on  is  North  Carolina.  The  state  has  a  long  history  of  improving 
access  to  primary  care  through  the  joint  endeavors  of  the  Primary  Care  Association, 
Office  of  Rural  Health  and  Resource  Development,  and  Medicaid  agency.  North 
Carolina  is  one  of  twenty-two  states  that  has  established  an  office  of  rural  health  to 
respond  to  the  strengths  and  weaknesses  of  the  health  care  system  in  rural  com- 
munities. In  North  Carolina  this  office  is  located  in  the  Department  of  Human 
Resources  and  has  been  in  existence  since  1973.  Partly  because  of  the  office's  long 
history  of  ensuring  rural  access  to  primary  care  services,  many  of  the  systems  neces- 
sary for  implementing  FQHC  already  were  in  place.  For  example,  for  many  years 
most  of  the  community  and  migrant  health  centers  have  received  cost-based  reim- 
bursement from  Medicaid  using  the  federally  funded  health  center  cost  reports 
developed  for  Medicare. 

The  Medicaid  agency,  Office  of  Rural  Health  and  Resource  Development, 
and  the  Primary  Care  Association  also  have  developed  other  strategies  to  enhance 
reimbursement  to  primary  care  providers.  One  strategy  is  training  for  all  primary 
care  providers  throughout  the  state.  An  important  focus  of  this  training  is  to  address 
any  changes  in  Medicaid.  For  example,  a  recent  workshop  focused  on  the  OBRA-89 
changes  to  EPSDT.  Another  strategy  is  reimbursement  user  groups:  one  for  rural 
health  clinics  and  another  for  federally  funded  health  centers.  (The  two  groups  have 
been  merged  as  a  result  of  FQHC.)  The  groups  meet  periodically  to  share  experien- 
ces and  expertise  on  reimbursement  issues.  Medicaid  and  fiscal  intermediaries  also 
are  involved  when  needed.  A  negotiating  team  has  been  assembled  through  the  user 
group  that  represents  all  the  interests  around  the  state  and  works  directly  with  the 
Medicaid  agency.  Moreover,  a  full-time  revenue  specialist  within  the  Office  of  Rural 
Health  and  Resource  Development  concentrates  exclusively  on  reimbursement  is- 
sues and  serves  as  staff  to  the  reimbursement  user  group. 

Although  the  state  has  not  made  any  significant  changes  in  response  to 
FQHC,  it  is  awaiting  regulatory  clarification  from  HCFA  before  deciding  if  modifica- 
tions are  necessary.  A  long  history  of  attention  to  primary  care  and  a  common 
mission  of  improved  access  enables  all  interested  parties — the  Medicaid  agency, 
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Office  of  Rural  Health  and  Resource  Development,  and  state  Primary  Care  Associa- 
tion— to  accomplish  what  they  need  in  an  optimal  manner. 

Texas 

Soon  after  the  passage  of  OBRA-89  the  Texas  Medicaid  agency  met  with  the  Texas 
Association  of  Community  Health  Centers  to  gain  a  better  understanding  of  how 
C/MHCs  operate.  Agency  staff  were  specifically  interested  in  the  types  of  services 
provided  and  the  types  of  practitioners  involved.  At  this  initial  meeting,  the  two 
organizations  agreed  that  the  process  of  FQHC  implementation  was  more  than 
establishing  a  new  provider  type,  that  FQHC  was  an  innovative  way  to  increase 
access,  and  that  increasing  access  was  a  common  goal.  The  Texas  Association  of 
Community  Health  Centers  recognized  the  potential  fiscal  impact  of  FQHCs  and 
understood  that  significant  pressure  was  being  applied  to  the  Medicaid  agency  to 
limit  costs.  The  association  decided  to  educate  the  Governor's  office,  the  Lieutenant 
Governor's  office,  the  legislative  budget  appropriations  staff,  and  others  about  the 
importance  of  FQHC  to  lessen  this  pressure  on  Medicaid.  This  was  critical  in  helping 
move  policy  forward  quickly. 

Through  an  ongoing  process  of  review  and  comment,  the  two  organizations 
agreed  that  initially  health  centers  would  be  reimbursed  their  billed  amount  with  an 
end-of-fiscal  year  reconciliation  (following  the  Medicare  Principles  of  Reasonable 
Cost  Reimbursement).  The  cost  report  was  developed  with  input  from  the  associa- 
tion and  the  audit  staff  of  Medicaid's  health  insuring  agency.  Workshops  were  held  to 
explain  the  billing  codes  and  procedures  to  C/MHCs.  After  the  settlement  of  each 
center's  first  cost  reports,  the  agencies  agreed  to  create  an  all-inclusive  rate,  exclud- 
ing family  planning  services,  EPSDT  services,  and  prescribed  drugs. 

By  working  jointly  on  FQHC  implementation,  the  success  of  the  Texas  pro- 
gram seems  assured.  The  Medicaid  agency  already  has  witnessed  growth  in  the 
program.  In  August  1990  two  centers  served  fifteen  beneficiaries,  in  October  1990 
fifteen  centers  served  3,112  beneficiaries,  and  by  December  1990  twenty-five  centers 
served  5,000  beneficiaries. 


Although  many  FQHC  implementation  issues  are  unresolved,  the  experien- 
ces of  these  states  demonstrate  what  can  be  accomplished.  Clearly,  what  contributed 
most  to  success  was  a  mutual  goal  to  improve  access  to  primary  care  for  the  poor. 
With  this  starting  point,  the  organizations  were  willing  to  work  together  to  achieve 
this  goal.  Not  all  interactions  were  smooth,  and  the  states  took  different  approaches 
in  FQHC  implementation.  Many  obstacles  still  remain.  Yet  the  groundwork  has  been 
laid,  and  a  better  understanding  of  each  party's  interests  and  operations  will  facilitate 
the  implementation  of  future  changes. 
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and  Conclusions 


Through  its  OBRA-89  and  OBRA-90  provisions,  Congress  moved  aggressively  to 
expand  the  role  of  community  and  migrant  health  centers  and  health  care  for  the 
homeless  programs  in  the  delivery  of  publicly  funded  primary  health  care  for  low- 
income  people.  Clearly,  improving  the  financial  status  of  FQHCs  is  an  integral  part 
of  federal  efforts  to  develop  a  comprehensive  service  delivery  model. 

The  NGA/BHCDA  forum  was  the  first  structured  opportunity  for  repre- 
sentatives of  all  the  key  policymakers  and  constituent  organizations  involved  in 
FQHC  implementation  to  meet  and  present  their  concerns.  As  evidenced  by  the 
discussions,  all  of  the  parties  are  committed  to  the  successful  implementation  of 
FQHCs.  However,  accommodating  differences  in  philosophy  and  mission  between 
Medicaid  (and  Medicare)  and  C/MHCs  will  require  continuing  interaction,  educa- 
tion, and  compromise. 

The  forum  participants  representing  Medicaid  were  most  concerned  about 
the  fiscal  implications  of  100  percent  reasonable  cost  reimbursement  for  services 
under  federal  authority.  Medicaid  programs  have  spent  years  moving  away  from 
inherently  inflationary  cost-based  payment  formulas  for  almost  all  service  providers. 
Agency  officials  expressed  serious  concern  about  the  scope  of  services  that  would  be 
recognized  as  core  and  other  ambulatory  services.  They  also  were  worried  about  the 
extent  to  which  subcontracting  with  other  service  providers  would  increase  the  costs 
to  their  program. 

C/MHCs  also  were  concerned  about  costs.  Because  of  their  mission  to  serve 
the  poor,  they  have  limited  ability  to  shift  costs  to  remain  economically  viable.  FQHC 
designation  offers  C/MHCs  a  more  stable  source  of  revenue.  However,  these  centers 
are  concerned  that  a  relationship  with  Medicaid  (and  Medicare)  that  fails  to  recog- 
nize their  unique  mission  could  undermine  the  integrity  of  their  service  delivery 
structure. 

Representatives  of  groups  that  might  qualify  for  look-alike  status  were  most 
concerned  about  the  flexibility  of  the  qualifications  criteria.  Participants  such  as 
those  representing  local  health  departments  argued  that  having  a  public  health 
mission  consistent  with  the  mission  of  C/MHCs,  should  be  an  important  criterion  in 
achieving  FQHC  status. 

Finally,  all  groups  are  interested  in  how  the  Medicare  Principles  of 
Reasonable  Cost  Reimbursement  will  be  incorporated  into  the  final  rules  for  FQHC 
reimbursement.  Regulations  that  permit  state  flexibility  will  allow  the  greatest  op- 
portunity for  direct  negotiations  between  the  state  and  its  C/MHCs.  Regulations  that 
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would  result  in  a  single  system  would  have  distinct  administrative  advantages  for  both 
Medicaid  and  C/MHCs. 

Medicaid  agencies  and  federally  qualified  health  centers  already  are  facing 
another  legislative  mandate  that  will  impact  their  programs.  OBRA-90  requires  state 
Medicaid  agencies  to  outstation  eligibility  workers  at  sites  other  than  welfare  offices, 
including  federally  qualified  health  centers,  effective  July  1,  1991.6  Many  questions 
arise  on  how  this  provision  will  be  implemented,  including  how  these  workers  are 
financed,  how  often  eligibility  workers  are  expected  to  be  at  the  sites,  and  who  is 
eligible  to  administer  Medicaid  applications.  Collaborative  efforts  between  Medicaid 
agencies  and  federally  qualified  health  centers  will  need  to  remain  strong  as  these 
issues  are  worked  through. 

Despite  these  unresolved  issues,  a  number  of  state  Medicaid  agencies  and 
federally  qualified  centers  are  forging  ahead  to  integrate  their  programs  to  build  a 
comprehensive  primary  care  delivery  system  for  the  medically  indigent.  Many  of  the 
outstanding  issues  regarding  the  scope  of  services  eligible  for  cost-based  reim- 
bursement, the  payment  methodology  used  to  determine  reimbursement,  and  the 
providers  eligible  for  FQHC  designation  will  be  clarified  once  regulations  are 
promulgated  by  HCFA.  Many  will  remain,  however,  and  states  must  continue  to 
work  closely  with  primary  care  associations  and  other  groups  representing  these 
service  providers  to  ensure  that  the  mission  of  improving  access  is  carried  out. 

There  are  more  opportunities  for  coordination  and  integration  than  those 
presented  by  legislative  mandates.  As  the  revenue  coming  into  federally  qualified 
health  centers  is  increased  due  to  higher  Medicaid  reimbursement,  they  have  several 
options  on  how  to  use  the  additional  funds.  This  increased  stability  may  represent  an 
opportunity  for  collaboration  between  the  health  centers  and  the  state  in  deciding 
what  expansions  best  meet  the  needs  of  the  community  in  building  a  comprehensive 
primary  care  service  delivery  system. 

The  new  FQHC  provisions  provide  an  excellent  opportunity  to  begin  an 
effective  collaboration  between  two  divergent  systems.  An  open  dialogue  between 
the  federal  government,  Medicaid  agencies,  and  federally  qualified  health  centers 
that  will  help  build  an  integrated  system  of  primary  care  delivery  is  critical. 
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Endnotes 


1  Community  and  migrant  health  centers  and  health  care  for  the  homeless  programs  are  not  the 
only  source  of  primary  care  services  for  low-income  people.  Primary  health  care  is  provided  in 
state,  county,  and  local  health  departments  across  the  nation,  and  through  nonprofit  clinics 
that  are  supported  with  a  mix  of  private  and  public  funding. 

2  The  FQHC  service  definitions  are  derived  from  the  rural  health  clinic  definitions  currently 
operating  under  Medicaid.  States  thus  have  some  familiarity  with  more  global  practitioner- 
based  definitions  and  have  faced  this  problem  before. 

3  This  is  an  interim  payment  mechanism  that  is  based  on  a  visit.  There  is  subsequent  reconcilia- 
tion to  ensure  that  the  FQHC  is  reimbursed  no  more  or  no  less  than  100  percent  of  reasonable 
costs. 

4  Exceptions  may  be  made  for  health  centers  providing  services  in  frontier  areas.  BHCDA  is  in 
the  process  of  revising  Section  329  and  330  grant  requirements  so  that  half  of  the  providers  will 
not  have  to  be  full-time  staff  of  the  center.  Instead,  the  focus  will  be  on  the  center's  ability  to 
ensure  continuity  of  care.  The  agency  plans  to  negotiate  with  HCFA  on  this  change  in  FQHC 
eligibility  as  soon  as  the  federal  grant  application  changes  are  settled. 

5  Although  there  has  been  some  criticism  of  the  OBRA-89  statute  creating  FQHC  because  it 
does  not  recognize  alternative  primary  care  providers  (e.g.,  local  health  departments),  other 
cost-based  options  exist  for  such  providers  under  current  regulations.  The  rural  health  clinic 
option  allows  health  centers  in  rural  areas  to  receive  cost-based  reimbursement  from  Medicaid 
(and  Medicare).  Similarly,  other  options  within  Medicaid  may  provide  opportunities  for  a 
more  cost-related  reimbursement  to  clinics  run  by  local  health  departments.  Specifically,  if 
requested  by  the  Title  V  grantee,  state  Medicaid  agencies  may  be  required  to  reimburse  for  the 
cost  of  services  furnished  by  Maternal  and  Child  Health  providers  to  Medicaid  beneficiaries 
(42  CFR  431.615). 

Other  revenue  sources  may  exist.  For  example,  in  Georgia  the  Maternal  and  Child  Health 
agency  has  worked  with  the  Medicaid  agency  to  bill  for  services  using  the  rehabilitation  option, 
which  provides  it  with  a  higher  reimbursement  than  is  available  under  the  traditional  fee-for- 
service  method.  Through  this  option,  these  providers  will  benefit  from  the  increased  revenue, 
without  having  to  make  an  application  for  FQHC  designation  and  modify  existing  operations 
to  meet  eligibility  criteria. 

6  According  to  a  recent  NGA  survey,  twenty-four  states  are  outstationing  eligibility  workers  at 
health  care  delivery  sites,  including  hospitals,  health  departments,  clinics,  and  community 
health  centers.  However,  more  than  half  the  states  are  not  using  this  strategy  to  enroll 
Medicaid-eligibles,  and  some  states  have  not  emphasized  the  posting  of  eligibility  workers  at 
community  and  migrant  health  centers. 


27  Endnotes 


Appendix  A:  Forum  Agenda 


Community  and  Migrant  Health  Center  Forum: 
Implementing  FQHC 
February  28,  1991 
Washington,  D.C. 
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John  Luehrs,  National  Governors'  Association 

Marilyn  Gaston,  Bureau  of  Health  Care  Delivery  and  Assistance 
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Robert  Harmon,  Health  Resources  and  Services  Administration 
Christine  Nye,  Health  Care  Financing  Administration 
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Deborah  Lewis-Idema,  MDS  Associates 

9:45  a.m.-10:15  a.m.     OBRA-89  and  OBRA-90  Overview:  FQHC  Congressional  Intent 

Christine  Ferguson,  Office  of  Senator  John  Chafee 

10:15  a.m.-10:45  a.m.  Break 

10:45  a.m.-ll:30  a.m.     Scope  of  Services  to  be  Reimbursed  at  Cost 

Framing  the  Issue: 

William  Hiscock,  Health  Care  Financing  Administration 
Sara  Rosenbaum,  Children's  Defense  Fund 
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11:30  a.m.-12:30  p.m.     Payment  Methodology 
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Bernard  Truffer,  Health  Care  Financing  Administration 

Katie  Kiedrowski,  National  Association  of  Community  Health  Centers 

Kent  Roner,  Utah  Medicaid 
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Ian  Hill,  National  Governors'  Association 
12:30  p.m.-l:45  p.m.  Lunch 
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1:45  p.m.-2:30  p.m.     Eligibility  of  Providers  For  FQHC  Designation 
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Bonnie  Lefkowitz,  Bureau  of  Health  Care  Delivery  and  Assistance 
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Janine  Breyel,  National  Governors'  Association 
2:30  p.m.-2:45  p.m.  Break 

2:45  p.m.-4:15  p.m.     Panel  Discussion  on  Coordination  and  Integration 

North  Carolina 

Steve  Shore,  Primary  Care  Association 

Bernie  Patterson,  Office  of  Rural  Health  and  Resource  Development 
Illinois 

Lon  Berkeley,  Primary  Care  Association 
Theresa  Stoica,  Medicaid  Agency 
Texas 

Jose  Camacho,  Primary  Care  Association 
Joseph  Branton,  Medicaid  Agency 
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Ian  Hill,  National  Governors'  Association 
4:15  p.m.-4:30  p.m.     Wrap-Up/Next  Steps 
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